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Construction company Grupo Bufete Industrial (GBI) and sugar processor Grupo Azucarero Mexico
(GAM) filed for bankruptcy protection in early May, thus avoiding tighter restrictions imposed
by new bankruptcy legislation enacted in the middle of the month. The final version of the new
legislation was approved by the Senate and Chamber of Deputies in early May. But the law did not
become effective until its publication in the federal government's daily register (Diario Oficial de la
Federacion) on May 12.
GBI and GAM will be governed by the bankruptcy legislation in place since the early 1940s, rather
than the newly enacted Ley de Concursos Mercantiles. The previous law allowed a bankruptcy
procedure to drag on as long as 15 years. The new legislation, which gives banks the legal means
to recover assets from borrowers who have defaulted on their loans, is intended to improve the
financial climate for banks to increase loans. The legislation actually consists of two separate laws,
crafted from a preliminary version approved in the Senate in December 1999 (see SourceMex,
December 15, 1999).
One law simplifies bankruptcy procedures and creates a special agency (Instituto Federal de
Especialistas en Concursos Mercantiles) to mediate legal battles between debtors and creditors. The
other allows borrowers to use the goods they produce or the assets they buy with the loan as the
collateral on the loan itself. The new legislation will have a direct impact on companies that file for
bankruptcy after May 12, since they will no longer be able to automatically suspend debt payments
during a bankruptcy procedure.
Under the previous legislation, known as the Ley de Quiebras, companies had the right to suspend
debt payments until their case was resolved. GBI and GAM, which filed their bankruptcy papers just
days before the new law was to go into effect, both owe money to foreign and domestic commercial
banks and to government lender Banco Nacional de Comercio Exterior (Bancomext).

Construction company already defaulted on bond payment
GBI and its subsidiary Bufete Industrial Construcciones (Biconsa) are among the principal
contractors used by state-run oil company PEMEX.
A leading engineering and construction company, GBI has faced severe financial difficulties in the
past year. In July 1999, the company failed to make a payment on a US$100 million Eurobond (see
SourceMex, July 21, 1999). The company's creditors include Citibank Mexico, a subsidiary of USbased Citigroup, Mexican banks Serfin and Ixe, and Bancomext.
By avoiding the new law's stricter regulations, GBI can concentrate on finding strategic partners
to inject capital into the company. "We were wasting time fighting lawsuits and weren't spending
enough time seeking a strategic partner," a GBI source said.
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In March, the company signed an administration agreement in principle with Enron Corp., selecting
the US-based company over rival Mexican engineering concern Iconsa. The Enron agreement has
yet to be finalized.

Sugar processor blames financial problems on weak market
GAM also opted to seek bankruptcy protection under the prior regulations, which allow the
company to suspend debt payments totaling almost US$126 million. The maneuver provides the
company more time to reschedule its debts. GAM owes US$40 million to Bancomext, about US$70
million to US bond holders, and US$10 million to Mexican financial group Inverlat.
Sources at Bancomext said the agency is expected to reach an agreement with GAM within the next
two weeks to restructure its debt payments. "GAM is analyzing various options and will do all it can
to achieve a comprehensive financial restructuring as soon as possible," company officials said.
GAM has also been negotiating with representatives from the Union Nacional de Caneros to
develop a schedule to pay more than 25,000 sugar-plantation workers. The company also owes
money to 3,000 employees. "By filing bankruptcy, we intend to keep our company in operation,"
GAM sources. "This would bring in resources to pay our suppliers and our work force."
Federal Bankruptcy Court Judge Justino Montes de Oca Contreras, who agreed to allow GAM to
seek protection under the old rules, said the company presented sufficient evidence that extremely
slow domestic sugar sales were a primary reason for its inability to meet its debt obligations
An oversupply of sugar, slow domestic and export sales, high production costs, and unfavorable
terms negotiated under the North American Free Trade Agreement (NAFTA) have contributed to a
crisis in the Mexican sugar industry. Despite the crisis, President Ernesto Zedillo's administration
has repeatedly rejected appeals to rescue the country's sugar millers (see SourceMex, March 1,
2000). "The sugar industry in our country is immersed in a severe crisis that has worsened in the last
few months," GAM officials told reporters.
Other companies like Grupo Real, Sociedad Cooperativa de Trabajadores Pascual, and Transportes
Aereos Ejecutivos (TAESA) were allowed to seek protection under the old laws. But the daily
business newspaper El Financiero said TAESA's case was transferred to a new bankruptcy judge,
who could choose to apply the new laws to the now-defunct airline company. TAESA, which filed
for bankruptcy protection in February of this year, was forced to halt all flights in November 1999
because of extreme safety violations (see SourceMex, December 3, 1999).
A bankruptcy court declared TAESA officially defunct in mid-March, after it was determined that
the airline would not be able to pay its debts. Authorities are planning to sell off the airline's assets,
but must wait until after a legal appeal is decided. US-based Southwest Airlines is among the
companies that have expressed interest in acquiring TAESA's assets, said El Financiero. (Sources:
Associated Press, 04/27/00; The New York Times, 05/02/00; El Economista, 03/20/00, 05/01/00,
05/03/00, 05/11/00, 05/12/00, 05/15/00; Excelsior, 05/03/00; La Jornada, El Universal, 05/11/00;
Reforma, 04/27/00, 05/11/00, 05/12/00; El Financiero, 03/02/00, 03/28/00, 05/11/00, 05/16/00; Reuters,
04/29/00, 05/08/00, 05/10-12/12/00, 05/16/00)
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